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VR. ANGEL: Thank you very nuch. My nanme is Al bert
Angel, 1’m Vice Chairnman and co-founder of the Interactive Gam ng
Counci | . I’ m enpl oyed by a conpany called ICN Limted, in De
Ray Beach, Florida. And ICN is a telecomunications service
bur eau. . .

I’m also a board menber of the internet alliance, a
trade organi zation that represents a nunber of mamin stream online
and internet conpani es. And really ny involvenent with
interactive gamng issues stens from ny participation at the
board of the Internet Alliance...

Now, the interactive gamng council is a trade group
it is conprised of conpanies that are interested in interactive
technol ogies, and gamng in particular. | really appreciate the
opportunity to address this group..

QO hers from our group have addressed you before. I
think you may call Sue Schneider of our group, who is a chair,
who was with you in Chicago. | personally have attended your
Boston neeting, and your Chicago neeting, and tried to stay
abreast of the deliberations of the Conm ssion.

|’m here because | want to nake a contribution to the
ongoi ng dialogue. And if you had a nonent to review our bullet
poi nt recommendations and findings, you will find that we are
making a rather bold first tine presentation with regard to a
framework for regulation of interactive gam ng.

Qur overall position is that regulation is far
preferable to prohibition as a nodel for controlling interactive
gam ng, particularly on the internet, and that it is better
designed to reach the social and econom c concerns that you are

charged with anal yzi ng and addressi ng. .
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| attended the internet subcomrittee neeting |ast
night, and | understand the presentation by that group today w |
be in favor of prohibition...

And what | would like to offer up is a counterproposal.
Hopefully you will take the opportunity to integrate both points
of view in your final reconmendations to Congress, so that
whi chever way policy is ultimately nade here, there is a good
road map emanating fromyour group in particular

Wth Madam Chair’s permssion, | would like to start
with a parable, which I think is really best designed to apply
some common sense to what is a very difficult area...

CHAIR JAMES. You are at Regent University, we |ove
par abl es

MR, ANGEL: Good, good. The parable is of a
hypot heti cal plot of land, which is very, very fertile. Wndrous
things can happen in this plot of land, virtually anything that
is planted there grows marvel ously...

And for a period of time this plot of land is
surrounded by a half dozen towns, and each of the towns have
different approaches to the way they live their lives, and the
way they conduct thenselves, but they all for a tinme nake use of
this common centralized body of |and..

It is very lush, it has rivers that run through it,
navigation is very easy, in fact there is a plentiful supply of
water coming fromthe north, and it is well irrigated.

Wll, it turns out that the towns cannot really get
together with managing/cultivation of this particular plot of
| and. And the land, ultimately through the efforts of sonme of

the towns, is fenced off. It is fenced off with sonme big iron
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fencing, and notw thstanding the efforts of the townspeople, and
their enforcenment authority to keep people out of this 1ush,
wondr ous gar den, people sneak under the fence, get in there, and
they step up enforcenent.

For a time that works, but as fate would have it, weeds
begin to infest the garden, these weeds and their roots grow very
deep, and they get spindly and very inhospitable to human life..

The town to the north of this land takes a different
approach. They decide to annex this body of |and, and they begin
to grow sone cash crops that are essentially wused in the
production of i1l egal drugs, and it becones a pl ague,
essentially, on all the people that surround this [ush wondrous
gar den. .

And they use the funds to essentially construct dans,
and systens that blockade the water that flows from the north
over the land. And, inevitably, what happens is this town to the

north ends up controlling, in bad ways, the outcone of this |and.

The parable essentially is designed to give you an
anal ogy that | would hope you would refer back to in terns of the
construct of determ ning whether regulation or prohibition is a
better nodel for regulating the internet.

Because the internet itself, obviously, is a mracul ous
resource and nmedium for comunicating quickly anong various
nati ons. It offers benefits, and the strengths also offer the
greatest risks, primarily to those vulnerable in our society,
| i ke m nors, and compul sive ganbl ers.

Now, the weeds are the wunscrupul ous operators. No

matter how high the fence is nade, and how well it is fortified,
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weeds grow in fertile soil through the inaction of soneone
cultivating the garden..

Regul ati on, on the other hand, is the approach that we
woul d recomrend, and to draw out the analogy, if the town el ders
in each of the towns got together and deci ded what fornms of plant
life were to be grown, there would be no doubt that |ush and
wondr ous garden woul d be conplete with green pastures, botanical
wonders, opportunities for navigation, and through a conmon
scheme, the weeds would not grow, and the Iland could be
cultivated to draw benefits for the people, in terms of their
enjoynent, as well as revenues for other social purposes..

This is the essential difference between prohibition
and regul ation. Prohi bition essentially announces a bl ockade.
There is no systematic manner of cultivating and devel oping a
mar ket . Instead there is a harsh enforcenent that ultimately
fails because, as in gaming, as in the garden, people like to
pl ant, people like to ganble.

And with regulation you have a systematic revisitation
so that there can be a segnentation of the issues. The anal ogy,
once again, would be that the plot on the internet night be
subdi vi ded, that states and nations would take responsibility for
enforcing their segnents, and through conmty anong nations
devel op nmeans whereby they could understand and appreciate the
best ways to cultivate this plot of |and, and devel op cooperative
procedures to enforce it.

That is the analogy, that is the parable. Let ne nove
now to precisely what it is that we would propose by way of a

framework for regul ation. By the way, the comments that | am
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maki ng are not unli ke comments that are being made in all facets
of the internet that concern comerce.

W have the sanme issues in the security area, we have
issues in terns of insurance regulation, and it is wthout doubt,
nost appropriate that we address regulation of the internet with
respect to gami ng products, and draw out a key distinction.

W are not advocating that the internet itself be
regul ated. W are advocating that gam ng products offered over
the internet be regul ated. That is an inportant distinction,
that is one of the findings that | think is incunbent upon you to
make.

Proponents of regulation are not persuaded that the
i nternet can be regul ated, nor would they want to burden existing
internet service providers wth enforcenment obligations, but
i nstead gam ng products should be regulated, as they are in the
real world.

If you turn to the bullet point recommendations, let ne
highlight a few which I think are really the franework that we
woul d |i ke to propose.

First we believe that all gam ng conpanies that wish to

offer their services over the internet be required to proceed

under |i censure. In fact, the Gaming Council, itself, requires
that each of its nenbers, in order to be a nenber, nust be
licensed by sonme jurisdiction. So the licensing jurisdiction

would typically exercise its authority over an entity that was
within its borders, and occupied its conputer, equipnent, and
servers. The obligations for licensure would carry, in a very

traditional sense, to the basic exercise of regulation.
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It would be that there was ways to check the integrity
of the games, to make sure that the conputer algorithns are
checked, maintained, and offering a fair deal to consuners.

Secondly that the people that are involved with the
gaming enterprise are qualified, and that they have had
background checks, and do not present a risk to society for
taki ng what could be a good economic resource, and put it to a
bad end.

Third, there would be nethods to control access by
mnors, and to control and limt conpulsive ganbling on the
i nternet.

Fourth, that there would be a systenmatic way for taxing
revenues that are earned on the internet, and developing a
reci procal tax sharing arrangenment anongst states and nations.

That licensing is really the key. The |icensing can
occur at any recogni zable jurisdictional |evel, whether it is a
state, a nation, a group of nations, the notion is that it starts
with |icensure.

Since this is a United States organization, the
Commi ssion is really ainmed at devel opi ng proposals for the United
States, we have a very clear requirenent that we are articulating
in our regulatory franmework, that any conpany that proposes to
offer internet services of a gaming nature to U S. citizens, be
present in the United States.

Through one of two neans. The first either physical
presence, where ny previous renmarks would indicate the |evel of
licensure, and the level of control, or alternatively, through

deened presence, where you essentially have a registration.
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This latter approach would i nvolve an of fshore operator
t hat is licensed by a recognized jurisdiction, posti ng
potentially a bond in the United States, and be reachable from
t he standpoint of enforcenment efforts, in the United States, and
responsible to any injuries that are caused in the United States.

This creates both a jurisdictional framework, and an
enforcenment framework, and works to build a better cohesion anong
conpani es, wherever they are |icensed, but with key reference to
where they operate.

The enforcement mechanism and this is one of the third
poi nts of our regulatory nodel, is that enforcenent effort should
really take place at the state |level. The states have a parental
role in protecting their citizens. They would, in effect, nake
conplaint to a licensing jurisdiction.

That entity, by virtue of its authority over the
licensed entity would exercise its jurisdiction. In cases of
of fshore operators, or nations outside of the United States, we
woul d propose a federal role.

Now, whether this is a separate agency created by
Congress, or an existing agency that has a new charge, this group
woul d essentially devise mninmum standards wth regard to
consuner protection and financial transactions, and at the sane
time, it would also be the principal apparatus whereby foreign
enforcement is undertaken.

One key point, and it is a principal underlying our
regul atory framework, is that there should be parity between the
real world and cyberspace. The comment is alnobst becom ng
cliche, but it really is based on principles that have very, very

strong foundati on.
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The notion that sonething that is permssible in the
real world does not becone illegal once it is offered through a
different nmedium is | think unassail able. The Departnent of
Justice made the sane recommendation, and urged the |egislators
in Congress, in crafting laws, not to make arbitrary distinctions
by virtue of the nmediumthat is being used, but instead to focus
on the conduct and to really try their best to keep a parity
bet ween cyberspace and the real world.

One of the key questions that we will no doubt get into
in terns of question and answer is the question of respect for
jurisdictional boundari es. In the United States we have, you
know, two states, U ah and Nevada, that are adjoining states
they take different approaches with regard to gam ng.

Because the internet has no boundaries, one has to ask
the question, you know, how do you propose to deal wth
jurisdictional sovereignty and the right of states to protect its
citizens. It is a difficult question, and there is a w de degree
of opinion, even within our own group.

But | can highlight for you that at the interactive
gam ng council highest level, and enbodied within our code of
conduct, is the belief that if a jurisdiction speaks in uncertain
terms, no uncertain terns, about its policies with regard to
internet ganbling by its citizens, that responsible gamng
operators should foll ow those pronouncenents.

So that, for exanple, if Uah has a conplete
prohi bition, and the prohibition is current, focuses on conmerce
that occurs in the internet, then internet gamng should not

accept wagers fromstates that have such prohibitions.
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Cl oser questions are presented where we are talking
about the degree of the wager, or the type of wager, and | wl]l
| eave that nore for the question and answer.

One other key principle is that we believe that there
must be interaction anong the international community of
regulators in order to fashion a mninum set of guidelines and
st andar ds.

| had the opportunity to address the international
association of gamng regulators, and as | addressed that group
it cane honme what a great diversity there is in terns of gam ng
products, an different nation’s wllingness to accept gamng
products.

In the internet we have a flat terrain with free and
easy navi gati on. | think the regulators should be charged with
getting together, Ilike ny analogy, the town elders getting
t oget her and conparing notes, to devise sonething that works in
the context of the internet, taking due account of jurisdictional
boundaries, and different state’s approach to how citizens should
or should not be permtted to entertain thenselves on the
i nternet.

The final point of our recomendation is that in
what ever is recommended, due consideration should be given to the
ares where gam ng has flourished without problem in the current
context under the existing | aws.

The two exanples that are nost often cited is that of
account wagering in the pari-mutuel context, where virtually for
25 years now, we have had instances where account wagers, often

between states on an interstate basis, proceed with no harmto
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consuners, in a way that is not socially detrinental, but
personal |y beneficial.

The other exanple that is given is of Indian use of
t echnol ogy. The good exanple that | can offer up is satellite
bingo that joins reservations in disparate places to create a
| arger bingo pool to draw people to a local gam ng enterprise.
But the use of the interstate instrunmentalities in the satellites
are, essentially, an extension of the regulation that already
exi sts.

If the approach here is to articulate a prohibition,
surely those areas that have caused no problem should be all owed
to continue as you devel op new areas.

The final point that | would |like to nmake is wth
regard to the infirmties of prohibition itself. It is the
Gam ng Council’s belief, and in fact the vast majority of expert
wi t ness that have testified before you, it has been their unified
opinion that prohibitions do not work, and regulation is the
preferred nodel for achieving your goals.

Now, we could agree precisely on the sane objectives,
protecting mnors, limting conmpul sive ganbling, perhaps strictly
limting the expansion of ganbling. Prohibition will not be the
favored approach to achieve those results, regulation wll.

In some nations the regulatory nodel is, in fact, a
prohibition. But |ike the garden anal ogy, unless you continually
tend the garden, and you have people conscientiously |ooking
after the ways in which ganbling is expandi ng, you are not going
to have an effective prohibition.

I will offer up four or five very key points why

prohi bitions don't work. The first is the historical point that
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is made tinme and again, with regard to the enbargo on al cohol in

the United States in the earlier part of the century.

It did not reduce consunption, it only changed the
channel of distribution into organized crime. |If you really want
to control and limt ganbling, regulation is the neans, not

prohi bi tion.

Plus marketplace dynamics are showing that it is
i nevitable that ganmbling will occur on the internet. Four or
five key points there.

First of all, the internet itself is becomng a primry
and mainstream vehicle for comerce and communi cati on. Thi nk
about, for exanple, the securities brokers, Schwab and Fidelity,
that had pretty nuch inplenmented a retail brokerage sone years
ago and then noved into the on-line environnent a short two years
ago.

Today if you actually |look at the nunber of trades that
are constituted in Schwab and Fidelity, over 50 or 60 percent of
t hose trades are conducted on-1line.

| think many, nmany other things in the internet are
drawing to the same concl usion. | believe an expert that
addressed you on Monday’s session pointed out that within a few
scant years nearly 30 percent of leisure income will be spent
over the internet.

When | think of my children, and their active use of
the internet, there is no doubt in my mnd that they will find
their entertainment on the internet, as they do today. And when
they becone adults, they will expect to find entertai nnent such

as ganbling on the internet.
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So in anticipation of that turned you nust respond to
it wwth the nmechanisnms that address it. Thirdly, with regard to
t he market dynam cs, you have a situati on where you have nunerous
nations that have already authorized gam ng.

| don’t know of any nation that has sought to prohibit
interactive gamng, to this point, but about 25 jurisdictions
have al ready approved sone form of interactive gam ng.

Some, Australia for exanple, are first world nations.
You may recall Brian Farrel’s testinony where he stated, quite
enphatically, with or without a U S. prohibition, they intended
on accepting bettors fromthe U S

If that is the case, you know, we are going to have
interactive gamng as a virtue of these trends.

One of the key points here is also of state’ s rights.
You know, what maybe articulated by the Internet Subcommttee is
a recommendation for a prohibition. But is that a federal
prohi bition? Wat right does the federal governnent have to
curtail the interests of the constituent states? Under the 10th
Amendnent, those are rights that are not specifically enumnerated
for the federal governnent are reserved to the states, and the
states would be operating here in an area where they clearly
hi storically have had the authority to authorize gam ng.

Two recent devel opnents are key to this point. Bally's
is a conpany that many of you are famliar wth, that is
regul at ed, it has received intra-state authority, on a
prelimnary basis, for an instate interactive wagering system

Now, if that is to be the law in Nevada, who is the

federal governnent to say that people in Nevada cannot pursue
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their interests in that fashion, when you do have a regulatory
enterprise.

In addition I would highlight that the bills that are
before Congress often are interpreted as taking regulatory
appr oach. A bit of history is very inportant Senator Kyl's
bill, started wth the National Association of Attorney’s

General. Itis that initial —

CHAIR JAMES: Mr. Angel, I'm going to ask if you could
summarize those remarks? | think we have heard a lot of the
testimony that has sort of given us the history. What we are
really interested in hearing from you are your recommendations.

We have heard some of those, we would like to hear some
more, and then we are going to move on to Saum, but thank you
very much.

MR. ANGEL: My pleasure. | would be glad to just
conclude that thought. | would just highlight that the National
Associaton of Attorney's General did start out with a regulatory
model. It was through interaction by the Senate Judiciary
Committee that the Kyl Bill turned into a prohibition measure.

But on the House side McCollum and Goodlat have favored
a regulatory model that gives due reference to state's rights.

So rather than opt for the prohibition model, 1 would
encourage you to take regulation as your first step.

Thank you.

CHAIR JAMES: Thank you.

Mr. Saum?
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